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To Our Stalkeholders
Exceeding Expectations

SEGA FY2003 Goals: !

s To achieve the 2nd stage, 'Growth Strategies’ of the Structural
Reform Plan
m = To strive to be the world'’s top content provider
s To expand our share of the amusement market and create
new markets

The year ended March 31, 2002 was a turning point for SEGA. We exited
the hardware business, ceasing production of Dreamcast™ and selling
through the remaining inventory. As promised in the Structural Reform
Plan, launched in April 2001, we shifted our focus more towards publishing
game software for multiple platforms and we improved our operational
and financial structure, reducing debt, reorganizing our subsidiaries and af-
filiates and streamlining our cost structure. In FY2002 SEGA completed the
“reborn” phase as outlined in the Structural Reform Plan and in FY2003 will
Hideki Sato enter the “growth” phase.

President .

These reforms were executed so efficiently that we exceeded many
of the operational and financial targets we had set in April 2001 in the
Structural Reform Plan and we are already well on the way to achieving
our mid-term targets. That SEGA managed to record these achievements
despite depressed economies in Japan, the U.S. and Europe is all the more
remarkable.

SEGA COUPORATION - Annval leporf 2002
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Chief

Refunneling Creative Energies

Operating Officer's Message

In FY2002 we completed the “reborn" stage and are entering the
“growth” stage as outlined in the Structural Reform Plan. Qur aim now is
to harness our skill and experience as a leading provider of interactive
entertainment to become or maintain the number one company in three
key areas: the Amusement business, the Consumer business {mutti-platform
content providing) and Network games.

We are well positioned to achieve these targets; we have pioneered
developments in the entertainment industry for many years; we have
produced many of the world's most recognizable game brands, and we
maintain the top position in the market for amusement machines and
amusement center operations in Japan.

Our 11 development studios are amongst the industry's most creative
game developers. These companies are particularly excited about the
spread of next-generation game consoles, broadband Internet connec-
tions and wireless connectivity, all of which present our developers with the
opportunity to create new types of games and content, and new ways to
reformat and revitalize SEGA’s vintage brands.

“Our aim now is fo harness our skill and experience as a leading pro-
vider of interactive entertainment to become or maintain the num-
ber one company in three key areas: the Amusement business, the
Consumer business and Network games"

Tetsuo Kayama

Chief Operating Officer

SEGA CORPORAT

»
B .

Apnual teport 2002

NO. 1 IN AMUSEMENT BUSINESS
{Amusement machine sales and Amusement center operations)

As a leading operator of amusement centers in Japan and maker of
amusement machines, we have been focusing on reenergizing our amuse-
ment business, demand for which has fallen in recent years. We are confi-
dent that our full line up of amusement machines, network connected fa-
cilities, and customer-focused amusement centers will allow us to increase
market share, sales and profitability. Extending this customer-centric focus
to our overseas operations, we will introduce machines that appeal to
each market as part of our strategy to redlize the profitability of the over-
seas section of the Amusement machine sales segment.

NO. 1 IN CONSUMER BUSINESS
During the year under review, we succeeded in exifing the production

of Dreamcast hardware, and transitioning to a multi-platform content pro-
vider.

Inthe Consumer business, we expect sales of game software to rise 36.5%
to 20 million units by the end of March 31, 2003. Driving this growth will be
five factors:
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Chief Financial Officer's Message
Delivering on Promises

Focuses of Financial Reform in FY2002

a

Improved and streamlined the balance sheets
= Reduced investments in other companies
Restructured affiliated companies

Secured cash flows

o

Improving Financial Structure
Improving our financial structure is a central part of the Company’s Struc-
tural Reform Plan. For the year under review, we focused financial reform
on four areas: improving and streamlining the balance sheefts, reducing
investments in other companies, restructuring affiliated companies, and
securing cash flows.

Improved and streamlined the balance sheets

Shunichi Nakamura During the year under review, SEGA sold idle real estate and investments
Chief Financial Officer in securities, reduced donated liabilities from Mr. Okawa, and induced the
conversion of convertible bonds. Thus we succeeded in improving and
strengthening our balance sheet. During fiscal 2003, ending March 31, 2003,
we aim to contfinue improving the balance sheefs.

Reduced investments in other companies

SEGA sold 13 of the 27 aoffiliates that were announced to be sold in the
Structural Reform Plan. We have already accounted for the disposal of the
remaining 14, and the Company can now move into the fiscal year without
the dead weight of these assets on its balance sheets.

SEGA CORPORATION - Annuai Report 2002




N \

‘oAyo] odAipoodo

-150d O JO sps8ls PajY-uocwsp ay} yobnoy; sapipg
U 5 SO DWINS|OH JO 9101 8Y}Y 3D} SIBADLY - [odx] Juswupuatug
DIUOIDB(T) £3 1D UCHUSHD PIIDBHD 1, IQOUNS SWRD

abDjuIA JO 8503|8181 BY} “486 | JBAUIBIBQ Ul ISl PISDIRY
abojulp aing

auuy - ZOw»(m/OLmOU«nJMm _

\

5}955Y D401 O}

uiBIDW MO} UsoD aalg awodu| Buyoredo

S8I0S 8N 0}

OHRY poxd sasuadxy v'rOS JO oDy

oyoy jusunDd ODY JJOId S5O0

S9|0§ }8N O}

ooy AInb3 sieployaIoys swoou| Buypiado

304

SYOLVOIIANI INIWIOVNVYW ININ

2IOW 1O %G| JO S90S JauU O} aWoDUl BuljnIado JO oIy «
SI0W 10 %06 1O OlDI ALINDS S18pjoyaIoYS «
%G1 10 40y =

:sj2bIp] ¥00ZA4 VOIS

‘(molag 895) $00Z ' LE UDIDW PapUs IDSA ay} 1o} $9|0s |au

0} swodul Bulypiado Jo oI pup oYI AlINDa s1I9PIoY3IDYS ‘JOY 0} SieblIny

oyoads 1as sApY am ‘AIpuolippy  {1YBu sy} 0} PaJs)) SNYDIS sseUIsNG INO

JojluoW ©f SI0JEDIPUI JusSWSBOUDW SUIU PB2NPOoIUl &M ‘awly Syl Buung
2002 102s) Ul paje|dwod a1em swiojal [DIDUoUY juppoduwl 1SOW S, ¥9H3S
2INJONNS [DIDUDULY 5,¥93S 10) S|POS

€00C ‘1€
yauow Buipus 1084 sy} BuunNp aNULUOD [IM $}5S0 JO UOLDPINDI BY] "MOY

SPUOQ JIQIUBAUOD JO UOISISAUOD 34} BUIDNPU| «
Ayoiund spasso Bulppiado Buyppinbi «

195sp Buypiado-uou Jo uolopinbi sy} BuINUUOD =
SUDO| UL BUIADADY =
SMO| YsD a3y Bulignoq =

:6uImO]|0} By} UO SNDOY [IIM VOIS E00Z A4 Ul

SOSILOL uo BuusAla(

2bDSSaY $.49010 [DISUDUY 21D

Ysoo @81} aAllisod 0} UINia) D 0) BUIPDS| 'SUDO| JUDJ JBAO PSJI0I PUD ‘sal}

-UND8S Ul SJUBLUISOAUL PUD DJDJSO DB ‘S}OSSD PajpuUopR PajopInbil ‘Spuog

SIQINSAUOD Ul UOIIG 05k PaNss] VOIS ‘MaIAaI Japun JosA oyl Buung
SMO} YSDD PaINDSS

IouwIUIW 3G O} Pa}oadxa SI JpyYl USAS puD €007

‘1€ UDIDW Buipua I0sA 8y} 10} $$0| D PI0D8I Of 1502810} §1 dnoib voO3S$ 8yl Ul

Aupdwod Buypiado auo AjuQ “siabuny poid a1e1ou0d Bulyss 'seiundwos

P3aIDIYD PUD SaUDIPISgNs BupUI-SSO| PaInNioNsal puon yim diysuoypial

S{ pamalnal ‘suoyiado dS| SDasIoA0 a|gpjjoidun s Aundwod sy} woly
MBIPYHIM VDTS ‘SSIDIUID PUD SauDIPISANS jO Buunioniisal ay) Jo pod Sy
SOIUDAWIOD PBIDIYD PaINIDINISDY

‘€007 [PDSY JO 85IN0D
3y} BULND SIUSLUISEAUL S3DW O] 8NUIUOD [IM YIS sa1BaDIIs ssauIsng INo
yim aull ur “asunpodul 2IB3104S JO SDBID U SJUDWISIAU] PBJDDIDSs AlNJSI0D
bW 0} ubbBaqg VoIS ‘Z00Z ‘1€ UY2IDW poapus syjuow xis oy} Buung




Consumer Feaiure

Stretching Boundaries

SEGA COIPORATION - Annuel Repoit 2002

The SEGA Sports™ Team

SEGA “drafts” top athletes such as Heisman Trophy
winner Eric Crouch, who not only act as spokes
people and game package models, but come

to SEGA studios to record their motions for highly
realistic sporfs games.

SEGA is taking advantage of the sophistication of the new generation of
home use game consoles to produce titles that have a level of detail and
realism that were unimaginable a few years ago.

With nearly forty years of experience creating acclaimed amusement
machines and many years creating software for our own platform, SEGA
occupies a unigque position in this industry. The challenge now is for us to
increase and maintain our brand penetration while also creating titles that
capture and hold the imagination of both casual and serious game enthu-
siasts around the world.

SEGA’s title line up strategy has five areas of focus: strengthening SEGA
Sports, releasing sequels to earlier hit titles, reinfroducing classic SEGA vin-
tage titles, sowing the seeds of new ftitle brands to be released in coming
years, and bolstering the licensing and character business.

—1-
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Consumer Feature

Stretching Boundaries

SEGA CORPORATION - Annual Report 2002

Sequels .

Releasing sequels of earlier top title brands will help maintain sales and
profit growth. Sequels in FY2003 will include an array of SEGA Sports fitles, as
well as the “party” genre game Super Monkey Ball 2, and the racing game
sega GT 2002.

About one third of upcoming releases are from SEGA
Sports™, and our producers have gone to painstaking efforts
to make sure that each new game infuses new detail, realism,
and dynamism of play. Fantasy games are infused with new
characters, new graphics, and new worlds of play.

Vintage Titles

Popular vintage fitles can appeal to an entirely new gen-
eration of players as well as re-attracting generations who
enjoyed ftitles such as Panzer Dragoon, ToeJam & Earl, and
Shinobi™, all of which are expected o meet with success
in this way. Shinobi, which attracted attention from game
enthusiasts at this year's E3 (Electronic Entertainment Expo),
and could be this year's biggest vintage title is a ninja fighting
game first released in December, 1989. Panzer Dragoon is an

The BEST

Virtua Fighter 4™, which was called the Best
Fighting Game Ever, is played in amusement
centers as well in the multi-platform environ-
ment. Next awaited is the sequel, Virtua
Fighter 4 Evolution.

action / adventure game and ToelJam & Earl is an adventure game.

Sowing the Seeds of New Growth with Blockbusier Games

Promising new fitles out this year include Gungrave, Beach Spikers, and
SEGA® Soccer Slam™. Qur eleven development studios, are working inde-
pendently with new ideas and in close codlition with the marketing depari-
ment on a variety of new potential future hits. Released information about
games thaot are in the developmental stage is well-guarded.

Licensing and Characters

To date, we have enjoyed success by using Disney characters on our
Megadrives. In the same way, we already hold licenses of famous cartoon
characters, including those by Osama Tezuka, the maker of Astro Boy.
Combining these famous characters with our creative energies, we will
increase business chances widely.
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Revitalizing in FY2003

SEGA's recent efforts to revitalize the amusement business in Japan and
overseas will pay off during the coming fiscal year with the introduction
of arcade machines and network connectivity to both our machines and
amusement centers.

After years of declining revenues and profitability in the combined divi-
sions of Amusement machine sales and Amusement machine operations
due to the slump of the Japanese economy, SEGA expects this year to raise
sales and profits on a combined basis while at the same time increasing our
' market share, extending our lead as Japan's largest maker of omusement
machines and operator of amusement facilities. This is one of the three aims
of the Structural Reform Plan for fiscal 2003,

| Rising Profitability

) Providing New Experiences
Shown above are new arcade games for FY2003, including

Soul Surfer. the Maze of the Kings, Initial D Arcade Stage™(first, ) WQOOOJ_N_DQ the 3@@.0_ to provide our customers with appedaling gam-
second and fourth from left}. Derby Owners Club Il {center photo, ing experiences that differ from those offered by home-use consoles, we
cw_:%é\_,o Bch_u_w uN_m%w@o&:m_.as%_am %839& :ﬁu W__MBS have streamlined our amusement center business; closing unprofitable
will be followed in FY: y Worl V] ampion Football Serie . . . .
| A2001-2002 (WCCF) (see photo page 20]. SEGA s also increasing centers and opening others that were refurbished and in locations such
! profitability by targeting specific groups and by using various as shopping malfls. In this way we can appeal to specific segments of the
' gaming cards which increase customer loyalty. population.

SEGA CORPQIATION - Annual Deport 2002
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SEGA Creative Energies
Winning Awards

SEGA's eleven development studios make up the
world’s most talented creative minds in the industry.
Working in close coadlition with the marketing
department, they have been producing many
of the world's most acclaimed games for both
amusement centers and home consoles. The
s talented creafors on these pages are behind
SEGA's many successes.

WOW ENTERTAINMENT, INC.

Rikiya Nakagawa

President

Recognized as one of the industry’s top ar-
cade developers, Nakagawa's experience
and originality have also translated into
numerous console hits including “GOLDEN
AXEM"  “Altered Beast™," “SEGA Bass
Fishihng™" and “Home Run King™." A
pioneer in the 3D graphics shooter genre,
Nakagawa is best known as the creator of
SEGA's wildly poputar “THE HOUSE OF THE
DEAD™" franchise. Nakagawa heads up
SEGA's oldest development studio and is
currently working on “SEGA Bass Fishing™
Duel,” “sega GT 2002" and “THE HOUSE OF
DEAD™ Iif", which is currently being made
into a major motion picture.

AMUSEMENT VISION, LTD.

Toshihiro Nagoshi

President

With roots in the arcade. Nagoshi is the cre-
ator of "Daytona USA™," one of the most
successful arcade games of all time, and
“Virtua Striker™.” the first 3D soccer video
game. A key SEGA developer since 1989,
Nagoshi also lead the development of pop-
ular arcade hits “SpikeQut™.,” “SlashCut™"
and  “Planet Harriers™." Now focused
on both arcade and console games,
Nagoshi's most recent project, “Super
Monkey Ball™" for Nintendo GameCube™
has received numerous industry accolades
worldwide. Nagoshi is currently working on
“Super Monkey Ball 2" and “F-ZERO®,” a
title in collaboration with Nintendo®.

VISUAL CONCEPTS ENTERTAINMENT

HITMAKER, CO., LTD.

v

VLAl CONCER B

SECGA CORPORATION - Annuat Report 2002

Greg Thomas %
President 2= Hitmaker’
The mastermind behind the acclaimed
"SEGA Sports NFL 2K.," "SEGA Sports NBA
2K" and the "“SEGA Sports World Series®
Baseball 2K” series, Thomas is the creator of
some of the world's most authentic sports
simulation games. Thomas is well known for
the ground breaking animations and realis-
tic sports mechanics that have become the
trademark of SEGA Sports branded games
and continue to raise the bar in sports gam-
ing. The first to bring sports console games
online with "SEGA Sports NFL 2K1,"” Thomas
is currently creating SEGA Sports games
for the new next-generation consoles and
is committed to bringing all key sports to
all key platforms. Thomas also oversees
the creation of various entertainment titles
including the highly anticipated “ToeJam &
Earl Il Mission to Earth” for Xbox.

Hisao Oguchi

President

A leading SEGA developer since 1983, Ogu-
chiis best known for his hit games including
the “Crazy Taxi™" franchise, “Confidential
Mission™" and “Virtua Tennis™." Oguchi
is also the creator of arcade masterpieces
“Virtual ON™" and “Top Skater™,” as well
as arcade and console hits “Last Bronx™,"
“The Lost World™,"” and “Manx TT™." His
most recent creation, “Crazy Taxi™ 3: High
Roller” for Xbox is scheduled for release in
summer 2002.
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m, @<m@<< @: ) ﬁw@@ :@%@5\% Amusement Machine Soles:

ﬂ/\NOOM During the year, SEGA released a full range of popular amusement

products including video games, medal games, crane games, and prize
products, among them the latest version of the hit 3D fighting video game,
Virtua Fighter 4, and Derby Owners Club Il, a race horse training and rac-
ing game, as well as the crane game, UFO Catcher 7, which all contrib-
uted fo increased Sales for the Company. Amusement machine sales in
Japan were also boosted after SEGA introduced peripheral features that
increased the appeal of SEGA’s amusement machines. These include vari-
ous types of data cards such as Derby Owners Club II's ability to save horse
information and Virtua Fighter 4's cards which allow players to record
characters' performance.

SEGA dlready has been No. 1 in Amusement machines sales in Japan
and plans to raise market share by the end of the final year of the Structual

Amusement Machine Sales A . - g
{Perceniage of Net sales - FY2002) Reform Plan. SEGA also plans to boast the division's ratio of operating in-

come to net sales and improve sales from overseas operations.

e 1
FEN ?,A’

s

: *y \\\\\\\ SEGA liquidated the unprofitable S.G.S. Co., Ltd., a pachinko machine
-3 T sales company at the end of FY2002.

Amusement Cenfer Operoiions:

During the year, SEGA closed 44 unprofitable centers and opened 6 new
centers. SEGA now has a fotal of 499 amusement centers across Japan,
with a combined usable floor space of 396,000 square meters.

in addition, SEGA released a number of popular amusement machines
during the year that helped to increase the atftractiveness of its amusement
centers. One of the most popular amusement machines during the year
was the 3D fighting game Virtua Fighter 4. Moreover, there was increased
demand for the latest range of Shogekibisha print photo booths, which of-
fer photo studio quality prints, Internet access, and dlso allow users to add

Amusement Center Operations messages to their photos and other features.
{Percentage of Net sales - FY2002)

SEGA CORPORAYICN - Annual Report 2002 B
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(As of June 27, 2002)

Directors and Auditors
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Senior Executive Officer
CFO and Senior Executive Officer
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Standing Auditors

Auditors

Officers
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Yoshiyasu Gemma

Shoichi Yamazaki
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Toshiya Tabata
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Hideaki Morishita




L

T00T Hodoy {pauLY - NOUVEOJEOD VYOI

......... "t S198YS 92UD|Dg PaJOPIOSUOD)-UON
" SUORDIBAQ JO SJUBLUBIDIS PBIDPIOSUOD-UON
- * SIUDIUNODDY juspuadapul jo poday
SJUSLUSIDLS [DIDUDUIY PBIDPIIOSUOD Yl Of $8JON
SMO|4 YsSDD) 1O SJUBLISIDIS PaIDPIOSU0D
AlINDT | SI9P|OYI0YS JO SJUSWIDIDIS PRJOPIOSU0D
* suolpISd(Q JO SIUBWIBIDIS PBIPPIOSUOD
' $193YS 9OUDIDY PBIDPIOSUOD)
MBIABY |DIDUDULY

SJUBIUOD




FINANCIAL REVIEW

SEGA CORPORATION - Annual Report 2002

OVERVIEW

The Company is a leading developer and manufacturer of amuse-
ment machines and interactive entertainment software for mulfi-
platform use. It is also the largest operator of amusement centers in
Japan.

In April 2001, the Company launched the Structural Reform Plan to
improve its operational and financial structure. The Company shifted
its business focus from the manufacture and sale of hardware to
providing multi-platform software and set a goal of becoming the
world’s top content provider.

The Company's business is divided into three segments: Amuse-
ment machine sales; Amusement center operations; and Consumer
business.

The Company is Japan's largest maker of amusement machines
including video games, medal games {where customers buy tokens
to play games and get the chance to win more by playing compat-
ible games) , and crane games, (where customers direct a metal
claw to try and pick up prizes.) Sales for this segment are mainly from
Japan. However, the Company aims fo increase overseas sales by
releasing games that are specifically tailored to suit the needs and
characteristics of each market and eventually aims to increase over-
seaqs sales to the same level as in Japan.

The Amusement center operations are focused on the develop-
ment, construction and management of amusement centers. The
division is currently undergoing operational reforms that stand fo
improve its profitability and growth prospects.

In Consumer business, the Company exited the Dreamcast hard-
ware business and shifted its focus fo becoming a multi-platform
content provider. The Company aims to increase the title line up for
each hardware platform and plans to increase overseas sales in par-
ticular in the U.S. primarily in its popular sports fitles.

In addition, the Company's management is focusing on improving
corporate governance, cash-flow management, group manage-
ment and divisional management, while also implementing further
operational and financial structural reforms that are part of the sec-
ond stage of its structural reform.

NET SALES

Consolidated net sales for the year ended March 31, 2002 fell
15.1% to ¥206,334 million compared with the previous year’s ¥242,913
million. This decrease was due primarily to a 26.5% fall in the Con-
sumer business to ¥85,136 million following the Company’s decision
to withdraw from the production and sales of Dreamcast hardware.

Amusement Machine Sales
Net sales in this segment rose 0.3% to ¥52,664 million. The increase
was due to strong sales of arcade games such as “Virtua Fighter 4 for

P
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Arcade” and “Initial D Arcade Stage”, the horse racing game, “Star
Horse 2001 and the crane game, "UFO Catcher 7." Overseas sales
fell with a decline in sales from U.S. operations particularly notice-
able.

Amusement Center Operations

Neft sales in amusement center operations fell 8.2% to ¥68,534 mil-
lion after the Company closed 44 unprofitable amusement centers.
This decline in revenue was offset by the successful introduction of
amusement machines such as Virtua Fighter 4, the loyalty program,
“SEGA Mobile Friends,” and new attractions such as high-quality
“Shogekibisha” Print Photo booths. The Company announced the
merger of five regional amusement center operators to improve ef-
ficiencies and facilitate the rollout of new products and services and
the installation of network-connected arcade machines.

Consumer Business

Consumer business sales fell 26.5% to ¥85,136 million due mainly
to the exiting of the hardware business. The final sales of Dreamcast
hardware and peripherals came to ¥11,100 million. The Company
sold 7,580 thousand units of Dreamcast software, down from 2,890
thousand units the year before and largely offset by sales of 7,070
thousand software units for third-party platforms. By platform, the
Company released 14 fitles for PS2 and sold 3,500 thousand units,
eight titles for the GameCube and sold 1,220 thousand units, 13 titles
for Game Boy Advance and sold 1,690 thousand units, and seven
titles for the Xbox and sold 660 thousand units.

COSTS, EXPENSES, AND EARNINGS

The cost of sales for the year under review fell 33.7% to ¥144,717
million. Cost of sales fell faster than the decline in net sales and rep-
resented 70.1% of net sales compared to 89.8% the year before. The
fall in cost of sales was due to the Company’s decision to cease the
production and sale of Dreamcast hardware.

Selling, general and administrative expenses fell 38.1%, or ¥29,281
million, to ¥47,416 milion and represented 23.0% of net sales com-
pared to 31.6% of net sales the year before. This decline was due to
improved internal cost efficiencies as laid out in the Structural Reform
Plan a year before and also due to o fall in marketing costs for the
Dreamcast console.

As a result, the Company reported an operating income of ¥14,201
million, which represented 6.9% of net sales, compared with an op-
erating loss of ¥52,019 million the year before. It was the Company's
first operating income for three years.

By business segment, operating income for Amusement machine
sales fell 79.1% to ¥1,957 million, affected by approximately ¥2,500
million operating loss in U.S. operations and offsetting operating in-




SEGA CORPORATION - Annual Report 2002

UOHIW 000'SZ 1O aINjUagap uolduwapal uo sjuswAbd ay) Jas)o
uDY} SI10W DY} SPUOQ 3|ILISAUOD JO 8DUDNSSI SY} WO UOI(IL GBS ]V %
JO spa920Id 0} 8NP SPM SIYL JOBA 1PISY sNolAaId sy} woy dn %120
‘UOIIW 48F'C Lk O 9S0J salIADD Bupubuy AQ papiacid yspd |oN

"$BIINDSS Ul
SjUBLUISBAUL WO} SpaaD0Id Bulpnoul 950a10uU1 3y} of BunquiuoD sIoj
-0D} 18YL0 poy AundwoD sy YBnoyyn ‘uoliw £€/9°cxk o uawdinba
pup Apadolid jo saspyoind o) sjuswAbd pun Ul 900’01 * 10 Jsod
-8p 8w} Ul 8spa108p O} Ajupwiud anp Som SIyL JOSA [DDsY snolasid
By} Ul saIpALOD Bulsaaul Ag paplacid UolIW 0Z6 /% Ulm paiodwod
oIl 8/F'8% OF) POIUNOWID SBILUAILDOD BUllSOAUl Ul PasSN USDD 8N
UOIIW 09E 6% 4O BIgRADd JUNODDD PUD 810U Ul BSDBIDUI Y} 18510
UDY} SI0W JDY} SSUOJUSAUI Ul UOIIW €] 4'8% JO 9508I103P D pUD Uo||
-lIWd {0Z'Y L& JO awodul Bulniado un so $1010D) yons o} Aluowud anp
SOM SIY] "PUS-IDBA IDDSY SNOIAaIA BUt Yylim painduiod Ui OGE 4%
O} Uil QZE '€/ D504 SalIAlOD Bupiado AQ papiacid Ysnd 1aN
“UolIW 000'STA
JO spuoq yBIpLs Jo uoduispal PUD UOKIW y4ZY L% 4O SOUDIPISANS
P8}opPIoSU0D JO sBUIUIDD Ul S{Salajul AJLOUILU PUD S8XD} SWOoDUl 810}
-8Qq SSO} $OU D SO SI0410D) YoNns poy AundwoD ay} ybBnoyjo “uol|jiu
GBS 8% 1O SPUOQ S|QILDAUOD By} JO 8DUDNSSE 84} Of Ajupwiud 8NP SOM
SIUL "UOIIIW |G/ 'ZG% O} PUS-IDBA SNOIASID B} WO UOIILL 81 | ‘G 1% 950U
ID3A DY} JO PUD 3By JO stUBIDAINDS YSOD pUD UsSDD pPalppIiosuoD)
SMOTd HSVD

'810)8q JIDSA B} UOIIL S81°00 L %
WOl UoHW 8EO'81L Lk OF HDU8p Pajp|nWuNddD 8y} Ul 8SD8IdUl UD O}
SNP UOIIU 05 E8% O} UOHIW /| |'8% (13} Alnbs sieploysioys |040]
"ol 000'GEX JO SPUOQ YBIDLS passpel puo
UOIIIIW &P9F 1% YHOM SPUOQ S|QUIDAUOD O UOISIBAUOD 8y} padnpul
oS|I AuRdWOD Y] Ul 806 65% OF SPUOQ SIQIISAUOD JO JUNOWD
0404 Y} BuisnaIdUl ‘F00Z NP PUOQ S|QIISAUOD D panssi Aundwo)
Byl "uolIW /¥ 65 Lk OF UOIIW | [STEXx POSDIDBP SAUIQDI |040]
"8I0}8q IDSA BU} UOI|ILU G8Y T8% SAHDOOU WO UOIILI GGG 9Ck DAl
-pbBou o} Bunordw (1gep Buupsaq-isaiaiul sNUIW Sjisodap awll puo
YsDD) YSDD JaU UM "UOHIILL G| ['OZ L% WO UOIW Z 1 £'66% OF IS} }a8p
Buunag-jsalajul "MaIASI 18pUN IDBA a8y} Buunp paAsIyoD AjNjssaoons
AupduwoD sy} yoiym ‘1gep Buunaq-1sa1ajul JO UCIIDNPa) 84} SDM UOH
-isod [poubuy sj saoiduwi of ABajpis s,AundwoD 8y} JO WID ASY v
UOIW 947" | €% OF UOHIW £99°01 % JO SIQDAIBDSI SJUNOCDID PUD S8I0U

El

U] SSD3IDUI UD PUD SBUDIPISANS Ul PIaY SSIDLS PUD SIUSWISDAUI JO S80S
BuUIMO||0) UOIIIL /G / 794 O} Sjisodap aLul PUD YSDD UL UOHIW ¥Z | 'STk 4O
850810UI UD O AjuowLd 8NP “UOI|[Itl 64° L | Lk O UOH(IW 917G | % JO S|o5
-SD JUBLND [DJ0} Ul 8SDBIDUI UD AQ 185)J0 SDM §]8SSD DO} Ut D) &Y
“JIDJS 10) AIOJILIOP
PUD S9DI0 PAsSNUN SD YINS 940J5a [081 Plos Aundw o)) 8y} sp |8} 0S|D
SOINIDNIS PUD SBUID|iNG "SI5S0 PUD| JO UOIIDNIDASL 0} juawlsnipo o)
Auiow 8NP uoliW £6€'6kk OF %¢ 92 1194 juswdinbs pup Apadold
“SIOIDW X204s 9saupdD( WO SaIDYS JO Buuayo dgnd [oiul
uD N0 PBWIND AjINJssa0Ns Aay) JSHD SaIDYS PIOS 0S| AundwoD syt
‘AuDdwo)) ayt Yim saIBIBUAS JusioyNs apiacid o) AjaXiiun a1om Aay)
Buipiosp JS|D POUMO JI $3I0YS PIOS Aundwo) ay] "UoKiiW 99| ‘9F %
O} UO||IIW 429° /24 AQ SDILINDAS Ui SJUBWISOAUL padnpas Aundwo) ayy
SO UOIIW £EG/G% O UOHIILL /€G°0EX [19) SSDUDAPD PUD SIUSWISSAU
'$2103D1JS $SOUISNA S} O} [OIIUBSSa JBBUO| OU SOM DY} 810D}SS
[0B1 BIPI PUD SAIINDSS Ul SJUSULISSAUL PlOS AUDAWOD 8y} SO UOl|Il
OL&'SPZx 10 102A JoUd 9y} UDY} JIOMO] %E 1| DI8M MSIASI J1opun IDSA
B8y JO pUS 8y D §]BSSD DO "UD|4 W08y [DINIDNIIS SiI JO SIpob ay)
DASIYDD Of § QDU [IM IDY] UOKIPUOD [DIDUDUL D 2INSUS O} S}oays
2ouD|ng §j paAciduwil AUDAWOD By} ‘MBIASI JIapun IDBA syt Buung

NOILANOD T¥IONYNIJ

UONIIW OE L1 G% JO $SO| }BU D WO UOlj|ilW 628"/ | % O} paonpatl

SOM WIS BYJ J0J SSO| 18U 8Y] SjIUm ‘810Jad I0BA 3y} UOI||IW £4F'GSk JO

S50} D WO BUIMOLDU ‘UOIIW #46Z°F Lk O} BUUDD S8UDIPISQNS PajpPIOs
-UOD JO SBUIMIDS Ul 5818 {Ul AIOUIW PUD $8XD} SWIODU; 810J8( SSOT

upoaA sy Buunp uswdinbs

pup Apsdoid jo jpsodsip 10 3PS UO $SO| UOHIW ZOSk © SD ||9M SO ‘U0

-l 9ET 9% JO SDUUNDDS Ul SJUSWIISDAUL JO UOIIDANDA UO $SO| D PBPIODSI
PUD UOJ(IW 8/E ¥4 JO IIIMPOOD paziiown AUDAWOD ayj "UOHIPPD U|

"SINIDW YD04Ss asaundpl Uo PaJs]| $YD0)S JO saoud sy}

Ul ‘AUDAUWOD) 844 O 1UapISaId PUD UDWLIDYD JBULIO ‘'OMD (O OS] 840}

By} WOY $18SSD PBIDUOP JO JUSWSB|SS UO SSO| UOI|ILW G729 1% D SOM
MBIASL 1BpUN JDBA 8yl Buunp pepiodal sasuadxs 1ayjo Buowy

“1gep Bulubag-|saiajul Ul UuoloNpal 0 0O} 8NP al0jaq JIDsA
SU} UOIIIW 7 [Tk WO UOIIW €1 /' | %k O} POMOUDU asuadxs |ssiaju|

"2IDMPIDY

1SPOWDaIC Jo Buladiiow pup uoyonNpoid 3y} YlIM PaLDIDOSSD $§50D

U1l SUIID8P By Of 8NP UOHIW /81°69% 1O ssO| Buypiado up papodsal

UOISIAID DY} Udym ID3A snojaaid oyt woly joid o o) Buiuingal ‘uoljw
8/6'Gk JO swWOoDUl Bulpiado up PapIoIal $SBUISNG JaWNSUOD) ay|

AHQDIOID BSDAIDUL PUD S$JSOD S, UOISIAID SU}

SUWDAYS O} sHoYe appw AundwoD sy} SO IDBA sNoIAaId 8y} Uyim

PBIOAWOD %O | | WO} % L1 Of 8501 $8|DS O} BwodUl Buljoisdo Jo ol

D4 S,UOISIAID 8} ISASMOH "810)8q IDSA 3U} UOIIIL ZZ Q% WO UoH|iu
Y1 1'8% O} I8} suolniado 19jusd JuswasnWy 10} sawooul BuoiadQ

“UOI|IW Q0L S% Jo updpr ut suclpIado Wolj SWoDd

MIAIATY TVIONVNIA




CONSOLIDATED BALANCE SHEETS

Assets

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - MARCH 31, 2001 AND 2002

2002

2002

Millions of yen

Thousands of U.S.
dollars (Note 1.1)

Curmrent Assefs:

SEGA CORPORATION - Annual Report 2002

Cash and time deposits {Note 3) ¥ 37.633 ¥ 62,757 $ 470,972
Notes and accounts receivable (Note 11) 20.827 31,496 236,368
Inventories (Note 4) 16,620 9,646 72,390
Prepaid expenses 1,762 2,537 19.039
Other current assets (Note 20) 23.361 7.374 55,340
Less allowance for doubtful accounts (3.350) (1.811) (13,591)
Total current assets 96,853 111,999 840,518
Investments and Advances:
Investments in securities (Notes 5, 7 and 20) 73,795 46,166 346,462
Long-term loans receivable (Note 20) 3,335 3.179 23.857
Other investments (Note 20) 18.176 15,787 118,476
o 95,306 65,132 488,795
Less allowance for doubtful accounts (Note 20) (6,932) {7.595) {56,998)
Total investments and advances 88,374 57,537 431,797
Property and Equipment (Note 9):
Amusement machines and faciiities 19,796 26,868 201,636
Buildings and structures (Note 20) 39,152 38.681 290,289
Other 19,642 15,838 118,859
78,590 81,387 610,784
Less accumulated depreciation (34,527) (43.828) (328,916)
44,063 37.559 281,868
Land (Notes 8 and 20) 22,935 11,834 88,811
Total property and equipment 66,998 49,393 370,679
Fixed Leasehold Deposits (Note 9) 18,815 17.771 133,366
Deferred Charges and Intangible Assets 11,476 5,362 40,240
Excess Investment Cosfs over Net Assets of Consolidated Subsidiaries Acquired 1,950 1,848 13,869
Total assets ¥ 284,466 ¥ 243,910 $ 1,830,469

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS
. SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002
M
3 2000 2001 2002 2002
m Millions of yen Millions of yen Millions of yen M:%ﬂwMﬂmMM ";_mu
M Net Sales ¥ 339,055 ¥ 242,913 ¥ 206,334 $1,548,473
m Cost of Sales 290,492 | 218,235 144,717 1.086,056
9 Gross profit 48,563 24,678 61,617 462,417
m __Selling, Generadl and Administrafive Expenses 88,917 76,697 47.416 | 355,843
3 Operating income {loss) (40,354) | (52,019) 14,201 106,574
° Other Income (Expenses):
Interest and dividend income 1,462 2,021 678 5,088
Interest expense (3.226) (2,414) (1.713) (12,855}
Loss on write-down or disposal of inventories (Note 14) (1.745) {52,365) — —
Loss on sales or disposal of property and equipment (2,092} (3.757) (502) (3.767)
Loss on valuation of investments in securities (Note 16} (599) (10,237} (6,236) (46,799
Gain on donated assets from Mr. Okawa (Note 20) — 77,913 1,667 12,510
Gain on sales of network deparfment 3,572 — — —
Gain on sales of investments in securities 10,205 1,693 1.136 8,525
Net (loss) gain on foreign exchange (2,458) 3.585 {(5) (37)
Additional provision for accrued employees’ benefits (Note 21} — {2,386) — —
! Additional benefits for refirees (Note 21) {2,016) (945) — —
Reserve for guaranteed obligation {1,590) — — —
Value-added fax exempted — — 733 5,501
Amortization of bond and note issue expenses (734) (734) (482) (3,617)
Equity in losses of non-consolidated subsidiaries and affiliates (1,442) (2,942} (828) (6,214}
Provision for doubtful accounts [4.469) {2.110) — —
>30~.=No=os of excess investment costs over net assets of consolidated subsidiaries _ 6,322) _ .
acquired (Note 15)
Impairment charge on goodwill — — (4.378) (32.856)
Loss on settlement of donated assets from Mr. Okawa {Note 20) — — {16.725) {125,516)
Other, net 2057 | (4,474} {1,840} (13.809)
Total other expenses , (3.075) {3,474) (28.495) | (213.846)
Loss before income taxes and minority interests in earnings of consolidated subsidiaries (43,429) (55.493) A (14,294) (107.272)
Income Taxes (Note 12): }
Current 653 2,593 4,325 32.458
Defered o878 g (3385) | 951 (7.037)
N TN N 77/ IR 2 N
{44,960) (54.701) (17,668) {132,593}
Minority Interest in Earnings of Consolidated Subsidiaries 2,080 2,971 (161) {1.208)
Net loss ¥ (42,880} ¥ (51,730) ¥(17.829) $(133.801)
Yen Yen Yen c.“mww_“o_a
i Per Share: N DR
Net loss—basic ¥ (390.6) ¥ (341.6} ¥(119.2) ${0.89)
Cash dividends — — — —
Weighted average number of shares (thousands) o o o o w9789 | 151,444 149,633 149,633
The accompanying notes are an integral part of these statements.
(28]
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

SEGA CORPORATION - Annual Report 2002

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

Thousands of U.S. dollars {Notel.1)

Numbers of shares Common Additional {Accumulated Adjustment on Unrealized Treasury stock Translation Total
of common stock stock paid-in capitat deficit) Retained revaluation of gain(loss} on adjustment
earnings fand investment in
securifies
Balance ot March 31, 2001 162,398,464 $ 884,945 $ 881,351 $ (751.857) $— $173 $ (252.510) $ ({74,019} $ 688,083
Net loss for the year ended March 31, 2002 — — — (133.801) — — — — (133,801}
Bonuses to directors and corporate auditors — — — (180) - — — — {180}
Conversion of convertible bonds 9.681.513 54,934 54,852 — — — —_ — 109.786
Exercise of stock options 182,500 1,254 1,260 -— — — — — 2,514
Unrealized holding gain(less) arising during the period — — — — — 19,234 — — 19,234
Adjustment on revaluation of land during the period — — — — {69.651) — — — (69.651)
Decrease in translation adjustment — — — — — — 465 — 445
Increase in translation adjustment — — — — — — — 10,717 10,717
Balance at March 31, 2002 172,262,477 $ 941,133 $937.463 $ (885,838) $ (69.651) $ 19,407 $ (252,045} $ (63.302) $ 627,167

The accompanying notes are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
o SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002
m
2
&
E
: 2000 2001 2002 2002
o
= - - - Thousands of U.S.
m Millions of yen Millions of yen Mittions of yen doliars (Note 1.1}
= Cash Flows from Investing Activities:
m (Decrease) increase in amount of time deposits 4,834 — {10.006) (75.092)
E] Payments for purchases of property and equipment (12.889) (7.025) (3.673) (27.565})
Payments on acquisition of infangibel assets 5.560 — (2.242) (16,825}
Proceeds from sales of property and equipment — 2,952 2232 16,750
Paymenits for purchases of investments in securities (11,797) (3.624) {1.069}) (8.022)
Proceeds from sales of investments in securities 9.024 14,772 3.947 29,621
Payments for purchases of shares of consolidated subsidiaries (233} {2.213) — —
Payments for advances (286) (504) (255) (1.914)
Proceeds from collections of advances 1.967 2,390 534 4,008
Payments for fixed leasehold deposits (557) (582) (1,388) (10,417)
Proceeds from collections of fixed leasehold deposits 3.031 2,950 3,158 23,700
Other (502) (1,196) 284 2,131
Net cash provided by (used in) investing activities (1.848) 7,920 (8,478} (63,625}
Cash Flows from Finoncing Activities:
(Decrease) increase in short-term bank loans, net 3.940 (6.308) (15.825) (118,762)
Issuance of long-term debt 6,844 — 5,080 38,124
Repayment of long-term debt (30,258} (90,850} {261) {1,959)
Payments on redemption debentures ' —_ — (25,000) (187.617)
Proceeds from issuants of convertible bonds — — 48,585 364,615
Payment on redemption of convertible bonds - — (20) (150}
Issuance of common stock — 101,376 — —
Dividends paid (2,384) (67) (28) {210}
Other 245 314 958 7.190
Net cash provided by (used in) financing activities (21,613} 4,465 13,489 101,231
Eifect of Exchange Rate Changes on Cash and Cash Equivalents {1,035) 605 757 5.681
Net Increase (Decrease) in Cash and Cash Equivalents (33,297) (60,980) 15,118 113,456
Cash and Cash Equivalents at Beginning of Year 128,227 98.325 37,633 282,424
Increase of Cash and Cash Equivalents from Newly Consolidaled Subsidiaries 3.395 427 — —
Decrease of Cash and Cash Equivalents from Exclusion of Consolidaied Subsidiaries — (139) — —
Cash and Cash Equivalenis ot End of Yeor (Nofe 3) ¥ 98,325 ¥ 37,633 ¥ 52,751 $ 395,880
The accompanying notes are an integral part of these statements.
h@@
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

SEGA CORPORATION - Annual Report 2002

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.1 Scope and Principles of Consolidation

The Company had 58 subsidiaries and 13 affiliates at March 31, 2002 (64
subsidiaries and 15 affiliates at March 31, 2001). The consolidated financial
statements include the accounts of the Company and 50 of its subsidiaries
at March 31, 2002 (54 at March 31, 2001), which are mostly listed below.

SEGA Enterprises, Inc. {U.S.A)
SEGA of America, Inc.
Family Wonder Holdings, Inc.
Visual Concepts Entertainment, Inc.
SEGA Europe Ltd.
SEGA Amusements Europe Lid.
JPM International Ltd.
ACE Coin Equipment Ltd.
Crystal Leisure Ltd.
SEGA Gesellschaft fur Videospiele GmbH
SECA Consumer Products S.A.
SEGA TOYS, Ltd.
SEGA Music Networks Co., Lid.
SEGA Logistics Service Ltd.
WOW Entertainment Inc.
Hitmaker Co., Ltd.
Amusement Vision Lid.
Sega Rosso Co., Ltd.
Smilebit Corporation
Overworks Ltd.
Sonicteam Lid.
United Game Artists Ltd.
Wavemaster Inc.
SEGA-AM2 Co., Ltd.
Red Entertainment Corporation
Sega Amusement Higashi-nihon Ltd.
Sega Amusement Ltd.
Sega Amusement Tokai Ltd.
Sega Amusement Kansai Ltd.
Sega Amusement Nishi-nihon Lid.
Other 20 subsidiaries

. 00c3:<. of mg%hw\nmwﬁmmm:% Fiscal year-end
incorporation March 31, 2002
US.A. 100.0 March 31
US.A. {100.0} March 31
US.A. 48(96) March 31
U.S.A. 100.0 March 31
UK. 100.0 February 28
UK. {100.0) February 28
UK. {100.0) February 28
UK. (100.0) February 28
UK. {(100.0) February 28
Germany (100.0) February 28
Spain (100.0} February 28
Japan 73.6 March 31
Japan 100.0 March 31
Japan 75.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 85.3 March 31
Japan 100.0 March 31
Japan 67.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31
Japan 100.0 March 31

*Parentheses stand for indirect ownership by the company.

Major aoffiliated companies which are recognized 1o be substantially
confrolled by the Company under the effective control approoch are
consolidated regardless of the percentage of ownership. All significant
inter-company transactions and accounts and unredlized inter-company
profits are: eliminated on consolidation.

investments in affiliates in which the Company has significant influence
are stated using the equity method. Consolidated net income includes

SEGA's equity in current earnings after elimination of unrealized intercom-
pany profits.

2.2 Translalion of Foreign Cuirency Transaciions and Accounis

Effective April 1, 2000, the Company adopted the revised accounting
standards for foreign currency transactions in accordance with “Policy
Statement on Revising Accounting Standards for Foreign Currency Transac-

(]
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

SEGA CORPORATION - Annual Report 2002

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

2.9 Amortization of Goodwill

The Company amortizes goodwill over 5 years using the straight-line
method and SEGA Europe Lid. is amortizing the goodwill brought by ac-
quiring stocks of JPM International Ltd. and three other subsidiaries over 15
years. Immaterial amounts of goodwill are all amortized in a single year.

An impairment loss on goodwill of SEGA Enterprises, Inc. (U.S.A.) was rec-
ognized as an Impairment Charge on Goodwill for the year ended March
31, 2002.

2.10 Income Taxes

Income taxes of the Company and its domestic consolidated subsidiar-
ies consist of corporate income taxes, local inhabitants’ taxes and enter-
prise taxes. Deferred income taxes are provided for temporary differences
between the tax basis of assets and liabilities and those as reported in the
consolidated financial statements.

2.11 Finance Leases

Leases that transfer substantially all the risks and rewards of ownership
of the assets are accounted for as capital leases, except that leases do
not transfer ownership of the assets at the end of the lease term are ac-
counted for as operating leases, in accordance with accounting principals
and practices generally accepted in Japan. All finance leases in overseas
subsidiaries are accounted for as finance leases and similarly accounted
for as sales transactions.

2.12 Accrued Employees’ Refirement Benefils

Effective April 1, 2000, SEGA adopted a new accounting policy for its re-
tirement benefits plans in accordance with *Policy Statement on Account-
ing Standards for Post-Retirement Benefits” issued by the Business Account-

3. CASH AND CASH EQUIVALENTS

ing Deliberafion Council on June 16, 1998. To provide for the employees'’
retirement benefits, the Company and domestic consolidated subsidiaries
provided the deemed retirement obligations based on the estimated pres-
ent value of projected benefit obligations in excess of the fair value of the
plon assets at the end of this period. The transition amount expense result-
ing from the adoption of the accounting standards for retirement benefits
amounting to ¥2,468 million was charged to income.

2.13 Development Cosis for Sofiware fo Be Sold

In accordance with the introduction of the new accounting rules, the
Company and its domestic consolidated subsidiaries changed the method
of accounting for development costs of software for video games to be
sold. For the years ended March 31, 2000, 2001, and 2002, development
costs for such software are charged to cost of sales as incurred.

As a transitional measure, in accordance with the new accounting rules,
development costs of software for video games to be sold that were initi-
ated prior to March 1999, are and will continue to be accounted for in the
same manner until the software is complefed.

2.14 bividends and Ecrnings per Shore

Diluted net loss per share was not disclosed for the years ended March
31, 2000, 2001 and 2002, as loss per share was not calculated for the year
after the adjustment for dilution.

2.15 Appropriation of Retained Earnings

The appropriation of retained earnings reflected in the accompanying
consolidated financial statements has been recorded after approval by
the shareholders as required under the Commercial Code of Japan.

Cash and cash equivalents as of March 31, 2001 and 2002, consisted of the following:

2001 2002 2002
Millions of yen Millions of yen Thousands of U.S.
Cash and time deposits ¥ 37.633 ¥ 62,757 $ 470,972
Time deposits with original maturity over 3 months — {10,006) (75.092)
Total cash and cash equivalents ¥ 37,633 ¥ 52,751 $ 395,880
Important Non-Cash Transactions
Convertible bonds:
Increase of common stock by conversion of convertible bonds ¥ 3,079 ¥7.320 $ 54,934
Increase of additional paid-in capital by conversion of convertible bonds 3.076 7.309 54,852
Decrease of convertible bonds by conversion ¥ 6,155 ¥ 14,629 $ 109,786
Donated assefs:
Donated by Mr. Okawa {See Note 20) ¥77.913 — —

Assetfs and Liabilities of SEGA.Com, Inc. were acquired for the issuance of stock.

—
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

6. INFORMATION ON DERIVATIVES

The contract amounts, fair values, and gains/losses realized on derivative financial instruments at March 31, 2002 were as follows:

Foreign Exchange option contfract {As of March 31, 2002} Millions of yen
Transaction in market Option confracts
Sold Options
Call options
U.S. dollars ¥ 367 ¥3 ¥4
(7
Purchased Options
Put options
U.S. dollars ¥ 368 ¥ (2) ¥ (6)
_ (8)*
Total — — ¥ (2)
R i Thousands of U.S.
Foreign Exchange option contract {As of March 31, 2002) dollars
Class Type Mﬂuﬁmm Fair value cwwﬁ_mmw
Transaction in market Option confracts
Sold Options
Call options
U.S. dollars $ 2754 $23 $ 30
(53)*
Purchased Options
Put options
U.S. dollars $ 2761 $(15) $ (45)
{60)*
Total — — $(195)

* parentheses in columns of coniract amounts stand for option charges

7. ASSETS PLEDGED AS COLLATERAL
Investments in securities amounting to ¥30,572 million at carrying costs
are pledged to the lending banks as collateral for short-term bank loans of

8. REVALUATION OF LAND USED FOR BUSINESS OPERATION IN

ACCORDANCE WITH THE LAND REVALUATION LAW

In accordance with the 34th Act issued on March 31, 1998 and the 19th
Act issued on March 31, 2001, the Company revalued land for their busi-
ness relating fo the Land Revaluation Law. And they recorded whole differ-
ences between carrying amount and revalued amount as Adjustment on
Revaluation of Land as a separate component of shareholders’ equity.

Revalution of land was performed by making reasonable adjustment on
the standard basis of land in accordance with Article 2-3 of the Enforce-

9. FIXED LEASEHOLD DEPQOSITS

SEGA conducts amusement center operations on property leased from
lessors on a long-term cancellable basis. Japanese lessors require large
amounts of leasehold deposits relative to the amount of annual lease rental

¥20,815 million at March 31, 2001.

ment Ordinance of 119th Cabinet Order issued on March 31, 1998 relating
to the Land Revaluation Law, and by the real estate appraiser in accor-
dance with the Article 2-5 of the said Enforcement Ordinance.

Date of Revaluation: March 31, 2002

Book value before Revaluation: ¥20,734 million ($155,602 thousand)

Book value after Revaluation:  ¥11,453 million ($85,951 thousand)

payments. Such leasehold deposits do not bear interest and are generally
returnable only when the lease is terminated. Such leasehold deposits are
shown in the consolidated balance sheets as “Fixed Leasehold Deposits.”
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

g
2
m 12. INCOME TAXES
£ SEGA is subject to a number of different income taxes which, in the ag- for the years ended March 31, 2001 and 2002. The significant components
nu.v gregate, indicate a statutory tax rate in Japan of approximately 42 percent of deferred tax assets and liabilities at March 31, 2001 and 2002, were as
g follows:
®
5
o 2001 2002 2002
]
v Millions of yen Millions of yen q:oumo:QmMM_F_._%m.
Deferred tax assets:
Loss carryforwards ¥ 38,495 ¥ 51,872 $ 389,283
Excess over the limit of allowance for doubtful accounts 20,327 20,965 157,336
Devaluation of investments in securities 25,600 49,355 370.394
Devaluation of inventories 18,372 1.944 14,589
Other 24,057 10,911 81,884
Gross deferred tax assets 126,851 135,047 1.013.486 B
Less valuation allowance (125,516) {133.382) (1,000.991)
Total deferred tax assets 1.335 1.665 12,495
Deferred tax liabilities:
Unrealized gain on investments in securities 922 2,043 15,332
Special reserve for tax purposes 106 102 765
Other 1,249 — —
Gross deferred tax liabilfies i - 2,277 245 16097
Net deferred liabilities ¥ 942 ¥ 480 $ 3,602

13. RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses included in manufacturing costs
and selling, general and administrative expenses were ¥22,568 million and
¥23,208 miillion ($174,169 thousand) for the years ended March 31, 2001 and
2002, respectively.

14. LOSS ON WRITE-DOWN OR DISPOSAL OF INVENTORIES

The loss derived from write-down or disposal of consumer products and
amusement machines, and amortization of software development costs in
line with the restructuring of its business lines for the year ended March 31,
2001 were ¥1,745 million and ¥ 52,345 million for the years ended March 31,
2000 and 2001.

15. AMORTIZATION OF EXCESS INVESTMENT COST OVER
NET ASSETS OF CONSOLIDATED SUBSIDIARIES ACQUIRED

The amortization included ¥4,502 million for SEGA.Com, Inc. and ¥1,255
million for CSK Research Institute Inc., both of which are consolidated sub-
sidiaries for the year ended March 31, 2001.

16. LOSS ON VALUATION OF INVESTMENTS IN SECURITIES

The valuation loss included ¥2,687 million on TMS Entertainment Ltd. and
¥1.224 million on SOFTBANK CORP. for the year ended March 31,2001, and
included ¥2,720 million({$20,413 thousand) on ASCIl corporation and ¥1,208
million {$9.06¢ thousand) orn CSK ELECTRONICS CORPORATION for the year
ended March 31, 2002, respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002
17.2 Lessor

Lease rental income on finance lease contracts without ownership transfer during the years ended March 31, 2001 and 2002 are
summarized as follows:

2001 2002 2002
Millions of yen Millions of yen qsoEo:QmMM___._mN

Acquisition cost, accumulated depreciation and book value of leased properties as of March 31, 2001 and 2002 are sum-
marized as follows:

SEGA CORPORATION - Annual Report 2002

Amusement machines:
Acquisition cost ¥ 69 ¥— $—
Accumulated depreciation {58) {—} {—}
Book value ‘M‘_l_: ¥ — $—
Other:
Acquisition cost ¥ 731 ¥ 200 $1.501
Accumulated depreciation (650} (161) {1.208)
Book value ¥ 8l ¥39 | $293

The amounts of outstanding future lease payments for finance leases without ownership transfer at March 31, 2001 and 2002
including the interest are summarized as follows:

Future lease receipts

Within one year ¥ 99 ¥ 34 $ 255
More than one year B 4 7 53
¥103 ¥4 $ 308

Lease receipts and the calculated amount relevant to depreciation and interest income for the leased properties for the
years ended March 31, 2001 and 2002 are summarized as follows:

Lease receipts ¥ 133 ¥ 88 $ 660
Depreciation 128 82 615
Interest expense 5 4 30

The amounts of outstanding Future lease receipts for non-cancellable operating leases at March 31, 2001 and 2002 are sum-
marized as follows;

Future lease receipts:

Within one year ¥ 164 ¥ 445 $ 3,340
More than one year 160 414 3,107
¥ 324 ¥ 859 $ 6,447

18. COMMITMENTS AND CONTINGENCIES

SEGA was confingently liable for obligations of others as of March 31, 2001 and 2002 as follows:

2001 2002 2002

Millions of yen Millions of yen ajOcmosamMM_ﬂmW

Notes endorsed ¥ 84 ¥ 36 $ 270
Guarantees of obligations to banks for:

Linguaphone Japan, Ltd. 100 100 750

Other guarantee or commitment for:

SEGA Lease Co., Ltd. 47 18 135

SEGA Game Works L.L.C. 539 479 3.595

¥770 ¥ 633 $4,750

&]
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

Thousands of U.S. dollars

g
b
g
3
< Amusemen Amusemen liminations
M Year ended March 31. 2002 BQOL._MM mowmm cenler OMMWQ:ML Oﬂqﬂﬁ%ﬂ %oﬁoazosm Total
m Net sales to:
m Outside customers $ 395,227 $ 514,327 $ 638,919 $ - $ 1,548,473
m Intersegment sales/trensfers 146,462 3.520 97 {150,079} —
g Total 541,689 517,847 639.016 (150,079} 1,548,473
s Cost of sales and operating expenses 527,002 456,954 597,155 {139,212} 1,441,899
Operating income(loss}) $ 14,687 $ 60,893 $ 41,861 $(10.867) $ 106,574
Assefs $80.803 $ 440,038 $ 592,983 $ 716,645 $ 1,830,469
Depreciation and amortization 12,022 92,833 28916 5,734 139,505
Capital expenditures 14,041 81,801 16,278 5.073 117,193
19.2 Geographical Segment Information
Millions of yen
Sales of SEGA for the years ended March 31, 2000, 2001 and 2002, classified by business segment are summarized as follows:
Year ended March 31, 2000 Japan >:)_mem,w Europe Cther Total Eliminations Ooao__nwnwwm
Net sales fo;
Outside customers ¥ 211,803 ¥79,016 ¥ 48,059 ¥177 ¥ 339,055 ¥— ¥ 339,055
Intersegment sales/transfers 92,537 4,552 1,480 — 98,569 (98.569) —
Total 304,340 83,568 49,539 177 437,624 (98.569) 339,055
Cost of sales and operating expenses 340,089 86,288 52,672 1,133 480,182 {100,773) 379,409
Operating loss ¥ (35,749) ¥ (2,719) ¥ (3,133) ¥ (956) ¥ (42,558) ¥ 2,204 ¥ (40,354)
Assets ¥ 228,696 ¥ 52,564 ¥ 25,787 ¥ 276 ¥ 307,325 ¥ 68,015 ¥ 375,341
Millions of yen
Year ended March 31, 2001 Japan >BZmMMM Europe Other Total Eliminations Oo:mo__aw%w%_
Net sales to:
Outside customers ¥ 167,686 ¥ 51,116 ¥ 24,076 ¥ 35 ¥ 242,913 ¥ — ¥ 242913
Intersegment sales/fransfers 67.901 5,927 1,082 — 74,910 {74,910) —
Total 235,587 57,043 25,158 35 317,823 (74.910) 242913
Cost of sales and operating expenses 255,067 66,409 38,663 46 360,185 {65.253) 294,932
Operating loss ¥ (19,480) ¥ (9.366) ¥ (13,505) ¥ (11) ¥ (42,362) ¥ (9.657) ¥ (52,019)
Assets ¥ 156,328 ¥ 31,082 ¥ 16,899 ¥ — ¥ 204,309 ¥ 80,157 ¥ 284,466
Millions of yen
Year ended March 31, 2002 Japan >37o_mmw Europe Other Total Eliminations Oo:mo__aw%%_
Net sales to:
Outside customers ¥ 160,090 ¥ 34,302 ¥ 11,942 ¥ — ¥ 206,334 ¥ — ¥ 206,334
Intersegment sales/transfers 14,368 6,175 17 — 20,560 {20,560) —
Total 174,458 40,477 11,959 — 226,894 (20,560) 206,334
Cost of sales and operating expenses 152,336 41,065 13,468 — 206,869 (14,736) 192,133
Operating income {loss) ¥22122 ¥ (588) ¥ (1,509) ¥ — ¥ 20,025 ¥ (5,824} ¥ 14,201
Assets ¥ 173,295 ¥ 25,290 ¥ 9,829 ¥ — ¥ 208,414 ¥ 35,496 ¥ 243,910

g
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SEGA CORPORATION AND CONSOLIDATED SUBSIDIARIES - FOR THE YEARS ENDED MARCH 31, 2000, 2001 AND 2002

20.1 Summary of donated asseis by Mr. Okawa (For the year ended March 31, 2001)

Millions of yen

Treasury stock (19,865,718 shares) ¥ 33,573
Investments in securities 57.525
Long-term loans receivable, net 1,200
Other investments 7.132
Other current assets 9.134
Totat donated assets o 108,564 )
Less: mr‘ozgm:j bank loans 21,815
Other current liabilities 8.836
Nef donated assefs T T T o ¥ 77.913

Marketable securities are valued at the market prices prevailing as at January 31, 2001 and non-marketable securities are evaluated
at the fair values as at January 31, 2001 by an independent appraiser. The balance of loans receivable has been reduced for uncol-

lected ones.
20.2 Summary of donated assefs to be setiled Milions of yen Thousands of U.S. dollars
The following donated assets from Mr. Okawa are planned to be settled in the following years:
Building ¥ 104 $780
Land 279 2,094
Investments in securities 31,554 236,803
Long-ferm loans receivable 1.900 14,259
Allowance for doubtful accounts (700) (5.253)
Other investments 5,814 43,632
Ofther current liabilities {5,000) (37,523)
Total ¥ 33,951 $ 254,792
20.3 Summary of losses on sefilement of donaied assefs Miliions of yen Thousands of U.S. dollars
Gains and losses on seftlement of donated assets from Mr. Okawa are summarized as follows:
Gains on sales of investments in securities ¥ 2,376 $17.831
Losses on sales of investments in securities (3.097) (23.242)
Losses on valuation of investments in securities (14,425) {108.255)
Gains/losses in investment association (1,425) (10.694)
Other losses (154) (1.156)
" Total ¥ (16,725) $(125,516)
20.4 Summary of poyment on donated assets Millions of yen Thousaonds of U.S. doliars
Proceeds from and payment on the donated assets from Mr. Okawa are as follows:
pPayment on notes payable ¥ (3,836) $(28.788)
Proceeds from sale on investments in securities 9.703 72,818
Proceeds from collection of short-term loans receivables 8,013 60,135
Payment for notes payable (20.,815) (156,210)
Other (25) (187)
Total ¥ (6,960) $ (52,232}

—
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REPORT OF INDEPENDENT ACCOUNTANTS

SEGA CORPORATION - Annual Report 2002

Report of Independent Accountants

The Board of Directors of
SEGA CORPORATION

We have audited the accompanying consolidated balance sheets of SEGA COR-
PORATION and its consolidated subsidiaries as of March 31, 2001 and 2002, and the
related consolidated statements of operations, shareholders’ equity and cash flows
for each of the three years ended March 31, 2002, all expressed in Japanese yen. Our
audits were made in accordance with auditing standards generally accepted in Ja-
pan and, accordingly, included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly
the consolidated financial position of SEGA CORPORATION and its consolidated sub-
sidiaries as of March 31, 2001 and 2002, and the consolidated results of their opera-
tions and their cash flows for each of the three years in the period ended March 31,
2002 in conformity with accounting principles generally accepted in Japan applied
on a consistent basis.

As described in Note 2, SEGA CORPORATION and ifs consolidated subsidiaries have
adopted research and development costs effective for the year ended March 31,
2000 and financial instruments and retirement benefits effective for the year ended
March 31, 2001.

The amounts expressed in U.S. dollars, which are provided solely for the convenience
of the reader, have been translated on the basis set forth in Note 1 to the accompao-
nying consolidated financial statements.

“WNC& Lo § mﬁm\)\.\l_/\ﬁﬁn\d@
ChuoAoyama Audit Corporation

Tokyo, Japaon
June 27, 2002

Notice o readers:

The accompanying consolidated financial statements are not intended fo present the consolidated financial position and results
of operations and cash flows in accordance with accounting principles and practices generally accepted in countries and
jurisdictions other than Japan. The standards, procedures and practices used to oudit such consolidated financial statements
are those generally accepted and applied in Japan.

[ag]
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NON-CONSOLIDATED BALANCE SHEETS
& SEGA CORPORATION FOR THE YEARS ENDED MARCH 31, 2001 AND 2002
M
e
o
H
5 2001 2002
m, m Assels ns of yen qjono:QmMM_ﬂo,W
| ]
“ 3 Current Assefs:
! ” Cash and fime deposits ¥ 17,406 ¥ 39,581 $ 297,043
Notes and accounts receivable 23,756 19,488 146,251
Inventories 6,917 4,356 32,690
Prepaid expenses 1,488 3,443 25,839
Treasury stock 33,574 — —
Other current assets 23.831 10,666 80,045
Less allowance for doubtful accounts {1,087} (401) (3.009)
N Total current assets 105,885 77133 578.859
Invesiments and Advances:
Investments in securities 84,826 50,733 380,736
Long-term loans receivable 2,927 3.084 23,144
Other investments 107.932 98,572 739,752
Less allowance for doubtful accounts {56,093) (49.707) (373,035)
Total investments and advances 139,592 102,682 770597
Property and Equipment:
Amusement machines and facilities 3.022 2,861 21,471
Buildings and structures 30,332 28,641 214,942
i Other 8,642 7.586 56,930
,, 41.996 39.088 293,343
Less accumulated depreciation (22,635) (22,309} (167.422)
19.361 16,779 125,921
Land 22,557 11,453 85,951
Total property and equipment 41,918 28,232 211,872
Fixed Leasehold Deposits 2,186 1,829 13.726
Deferred Charges and Intangible Assets 5912 4,681 35,130
Total assets ¥ 295,493 ¥ 214,557 $ 1,610,184
U.S. dollar amounts are translated from yen, for convenience only, at the rate of ¥133.25=US $1, the exchange rate prevailing at March 31, 2002
{0}
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CORPORATE DATA

SEGA CORPORATION - Annual Report 2002

Head Office

2-12, Haneda 1-chome, Ohta-ku, Tokyo 144-8531

Tel: 81-3-5736-7111
www.sega.co.jp

Date of Incorporation
June 3, 1960

Paid-in Capital
¥125,407 million {as of March 31, 2002)

Number of Employees (consolidated basis)
3.472 (as of March 31, 2002)

American Depository Receipts
JPMorgan Chase Bank

270 Park Avenue

New York, New York 10017-2070, US.A.
Tel: 1-212-270-6000

SEGA Enterprises, Inc. {US.A.)

Townsend Cenfter, 650 Townsend Street,

Suite 575, San Francisco, CA 94103-4908, U.S.A.
Tel: 1-415-701-6500

SEGA of America, Inc.

Townsend Center, 650 Townsend Street,

Suite 650, San Francisco, CA 94103-4908, U.S.A.
Tel: 1-415-701-6000

Visual Concepts Entertainment.
One Thorndale Drive

San Rafael, CA 94903, U.S.A.
Tel: 1-415-479-3634

Sega Europe Limited

Canberra House, 266-270 Gunnersbury Avenue,
London, W4 5QB, United Kingdom

Tel: 44-020-8995-3399

SEGA AMUSEMENTS EUROPE LTD.

Suite 3a, Oaks House 12-22, West Street, Epsom,
Surrey, KT18 7RG, United Kingdom

Tel: 44-1372-731-820
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.Ssega.co.jp

Printed in Japan




